STATE OF HAWAII
DEPARTMENT OF LAND AND NATURAL RESOURCES
Land Division
Honolulu, Hawaii 96813

December 14, 2012

Board of Land and Natural Resources PSF No.: 120D-132
State of Hawaii
Honolulu, Hawaii OAHU

Amend Prior Board Action of October 26, 2012, Item D-10 by Elaborating the
Character of Use, Revising the Lease Term, and Fixing the Rent for the First
Thirty Years; Sale of Lease at Public Auction for Industrial Purposes, Moanalua,
Honolulu, Oahu, Tax Map Key: (1) 1-1-064: 006.

BACKGROUND:

On October 26, 2012, under agenda item D-10, the Board authorized the sale of a 30-year
lease for industrial use. A copy of the approved submittal is attached as Exhibit 1.

Subsequently, the Development Team of the Division discussed with the staff and both
agreed that some revisions need to be made to the approved submittal. Staff brings the
revisions to today’s agenda.

Character of Use

Staff recommends the character of use be revised by adding “any uses as permitted by the
county zoning ordinance.” Staff believes the elaborated character of use will foster
greater interest in the forthcoming auction.

Lease Term

The prior action approved a 30-year term. Pursuant to the discussion mentioned above,
staff understands that a lender will normally agree to a mortgage term about 60-70% of a
known rental period. In our prior submittal, the rent was subject to 10 year rental
reopening periods. Applying the normal practice by the lender on the known rental
period, the mortgage will be for a period of 6-7 years. Staff does not believe such
mortgage will provide the necessary funding for improvement on the subject parcel and
ongoing operation expense of the activities.

Staff recommends the Board revise the lease term to 65 years, which is consistent to
another industrial lease sold in 2011.

Rental Reopening
The prior action approved a normal 10-year rental reopening. Subject to the approval of

the revised lease term mentioned above, staff recommends the Board revise the rental
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reopening provision by fixing the rent at the end of the 10", 20", and 30™ year of the
lease as follows:
a. Annual rent for years eleven (11) through twenty (20) shall be equal to the
first year’s rent multiplied by 1.30;
b. Annual rent for years twenty-one (21) through thirty (30) shall be equal to the
first year’s rent multiplied by 1.60; and
c. The annual rental reserved shall be reopened and redetermined on the thirtieth
(30™), fortieth (40'™), fiftieth (50'™), and sixtieth (60") years.

Rent Waiver

For the Board’s information, the discussion also touched on the need for a 12-month
rental waiver in view of “multiple inquiries for leasing the subject parcel”. Staff is aware
that some interested parties do not necessarily mean the party will bid at the auction. To
foster greater interest in the forthcoming auction among potential bidders, staff believes
the 12-month rental waiver as authorized in the prior approval should be kept in the
auction packet.

RECOMMENDATION: That the Board amend its prior action of October 26, 2012, agenda item
D-10 by:

1. Replacing the Character of Use with “industrial uses and any other uses allowed
under the applicable County zoning;”

2. Revising the lease term to 65 years;

3. Fixing the rent of the lease in accordance with the Rental Reopening section
discussed above; and

4. All terms and conditions listed in its October 26, 2012 approval to remain the
same.

Respectfully Submitted,

/gM @W
Barry Cheung /
District Land Agent

APPROVED FOR SUBMITTAL:

)

William J Aila, Jr., Chairperson




STATE OF HAWAII
DEPARTMENT OF LAND AND NATURAL RESOURCES
Land Division
Honolulu, Hawaii 96813

October 26, 2012
Board of Land and Natural Resources PSF No.: 120D-132
State of Hawaii
Honolulu, Hawaii OAHU

Sale of a Lease at Public Auction for Industrial Use Purposes, Moanalua,
Honolulu, Oahu, Tax Map Key: (1) 1-1-064:006.

REQUEST:

Sale of lease at public auction for industrial use purposes

LEGAL REFERENCE:

Sections 171 -6, -14, -16, -17, -41 and other applicable sections of Chapter 171, Hawaii
Revised Statutes, as amended.

LOCATION:

Portion of Government lands situated at Moanalua, Honolulu, Oahu, identified by Tax
Map Key: (1) 1-1-064:006, as shown on the attached map labeled Exhibit A.

AREA:

9,005 square feet, more or less

ZONING:
State Land Use District: Urban
City and County of Honolulu LUO: I-2

TRUST LAND STATUS:

Section 5(e) lands of the Hawaii Admission Act
DHHL 30% entitlement lands pursuant to the Hawaii State Constitution: No

CURRENT USE STATUS:

Vacant and unencumbered
APPROVED BY "1k Bi)ARD OF

LAND AND naTUxAl RESOURCES aB
AT TS MEE ING HELD ON

Derover ole, 2012, D-10
EXHIBIT ™ J
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CHARACTER OF USE:
Industrial use purposes
LEASE TERM:
Thirty (30) years
COMMENCEMENT DATE:
Sixty (60) days after the date of sale; provided that if such date is not on the first day of

any month, the commencement date shall be the first day of the month following such
date; and further provided that the Chairperson may amend the commencement date for

good cause.

MINIMUM UPSET ANNUAL RENT:

The Division does not have a licensed appraiser on staff ', therefore, staff recommends the
Board authorize use of the current land tax assessed value of the subject parcel, and take
an eight (8) per cent rate of return for the purpose of setting the minimum upset annual
rent. The calculation is provided below:

Land Assessed Value as of October 1, 2011 $ 769,900

8% rate of return $ 61,592
Say $ 61,600

METHOD OF PAYMENT:

Semi-annual payments, in advance.

RENTAL REOPENINGS:

At the end of the 10"™and 20™ years of the lease term.

PERFORMANCE BOND:

Twice the annual rental amount.

RENT WAIVER:

The rent may be waived for a maximum period of twelve (12) calendar months upon a
completion of substantial improvements on the subject parcel. See the “REMARKS”
section.

! Staff notes that neighboring properties are assesscd at a substantially higher land value Nevertheless, in light of
the fact that the Division does not have a licensed appraiser and because we are only cstablishing herc the minimum
upset, staff recommends proceeding with the formula noted above.



BLNR

Sale of an Industrial lLease Page 3 October 26, 2012
TMK: (1) 1 1 064:006

scction.

PROPERTY CHARACTERISTICS:

Utility services such as water, sewer and power are available.

There are no existing site improvements.

Staff has verified that there is legal access to the subject parcel off of Kilihau Street.
Staff has verified that the subject parcel is a legally subdivided lot.

Staff has verified that no encumbrances currently exist on the subject parcel.

CHAPTER 343 - ENVIRONMENTAL ASSESSMENT:

The proposed disposition of a lease at public auction does not constitute a use of State
lands or funds, and therefore, is not a trigger for the provisions of Chapter 343, HRS,
relating to environmental impact statements. Inasmuch as Chapter 343 environmental
requirements apply to the successful lessee’s use of the lands, the successful lessee shall
be responsible for compliance with Chapter 343, HRS, as amended, prior to the issuance
of the proposed lease.

REMARKS:

The subject parcel is rectangular in shape and is located at the corner of Kakoi Street to
the east, and at Kilihau Street to the north, situated in Mapunapuna. The H-1 freeway
airport viaduct and Kamehameha Highway are located to the south. The U-Haul
Company of Hawaii, Inc. is located to the west. Ingress and egress to the subject parcel
is via Kilihau Street, only. Currently, the subject parcel is unpaved. Surrounding land
usage consists predominately of industrial use.

In 1999, Island Demo, Inc. (“ID”) was the successful bidder of a public auction
previously held to lease the subject site, formerly encumbered by GL 5590. At that time,
ID was also the successful bidder for the property encumbered by GL 5564, located
nearby on the same block. Both leases were finalized for a period of thirty five (35)

years, for industrial use purposes.

Flooding issues allegedly affected the subject parcel in early December 2003, triggering a
civil lawsuit filed by ID, against the State of Hawaii, as a co-defendant, claiming

monetary losses.

In December 2008, an appraisal firm was hired to conduct the rent reopening for the
above-mentioned two leases.

Subsequently, ID was advised of the new lease rent. ID did not agree to the increased
lease rent, and subsequently initiated the arbitratjon process for both leases.
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In April 2012, ID requested that the Board agree to the release of all its bonds held on
deposit for the subject parcel encumbered by GL 5590, and to mutually agree to its
termination without any further monctary penalty or financial obligation. Following a
successful completion of a Phase 1 environmental study for the subject site, the Board, on
April 27, 2012, under agenda item D-10, approved the mutual termination of GL 5590.
ID continues to occupy the other site encumbered by GL 5564.

Since GL 5590 was terminated, staff received multiple inquiries for leasing the subject
parcel. Staff expects to hold a successful auction for a new lease encumbering the subject
parcel. In order to enhance the attractiveness of the auction, staff recommends that the
Board waive the rent for a period up to the first twelve (12) months provided the tenant
completes its proposed improvement as approved by the Chairperson. Staff notes that
such rent waiver shall only become effective retroactively when the completion of
improvements is evidenced by a Notice of Completion issued by the county.

Further, in the event that a bid is not tendered at the public auction, staff recommends that
the Board authorize the Chairperson to adjust the minimum upset rent for a subsequent
auction of the subject parcel.

Based upon its current zoning for industrial use, staff believes that the highest and best
use for the subject parcel is for industrial use.

Staff did not solicit comments on the subject request from other governmental agencies
since the prior and proposed use of the subject parcel will be identical.

Staff is not aware of any further issues regarding the subject request.

Staff now brings the subject request to the Board for its approval.

RECOMMENDATION: That the Board:

1. Find the subject parcel to be an economic unit in terms of the intended use.

2. Find that the subject parcel is not suitable for hunting, nor will it become so
during the term of the lease.

3. Authorize the sale of a lease at public auction covering the subject parcel for
industrial use purposes under the terms and conditions cited above, which are by
this reference incorporated herein and further subject to the following:

a. The standard terms and conditions of the most current industrial lease
form, as may be amended from time to time;

b. Waive the rent for up to a period of twelve (12) months contingent upon
the tenant’s successful completion of its proposed improvements.
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c. Review and approval by the Department of the Attorney General; and

d. Such other terms and conditions as may be prescribed by the Chairperson
to best serve the interests of the State.

4. Authorize the Chairperson to adjust the minimum upset rent in the event that there
is no bid tendered at the time of the public auction.

Respectfully Submitted,

Timﬁ

Land Agent

APPROVED FOR SUBMITTAL:

/5\'/: William J. Aila, Jr., Chairperson
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